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Member Bank Term Lending to
Business, 1955S7
MEMBER BANK LOANS to business in Oc-
tober 1957 included $15.4 billion with ma-
turities of more than one year, or term loans.
The outstanding amount of such loans in-
creased by 48 per cent in the two years end-
ing October 1957 and from 34 to 38 per
cent of total business loans.
Growth in term loans in this period was
shared by all major industry groups of bor-
rowers. A large part of the dollar amount
of growth, however, occurred in certain
groups—metal fabricators, manufacturers of
petroleum-rubber products, and public
utilities—in which expenditures for fixed
capital were relatively heavy during the eco-
nomic expansion of 1955-57. A large part
of the increase in number of loans and the
greatest relative increases occurred in trade,
construction, and real estate—industry
groups dominated by smaller firms, many of
which were growing rapidly. These charac-
teristics of term loan expansion by industry
represent to some extent a continuation of
earlier postwar trends.
Nearly three-fourths of the number of
term loans outstanding in October 1957 had
intermediate maturities, mostly one-three
years, and the number of loans with such
maturities grew from 1955 to 1957 in most
industry and borrower-size groups. Such
maturities included a substantial number of
instalment-type loans to small business on
which effective rates of interest are higher
than those on other term loans. Many of
these are used to purchase equipment, which
is the security for the loan. A substantial
proportion of the dollar amount of term
loans represented maturities of five-ten years.
Most of the borrowing in this maturity range
was by large businesses.
The largest banks held more than half
of the outstanding amount of term loans,
but banks with deposits of less than $100
million held more than half of the number.
Banks of all sizes expanded term lending
to smaller borrowers in the two years ending
October 1957.
This article summarizes the findings con-
cerning characteristics of term lending of
member banks to business from surveys
conducted by the Board of Governors of
the Federal Reserve System in cooperation
with the Federal Reserve Banks in October
of 1955 and 1957 and includes some his-
torical perspective from a similar survey in
November 1946.
1 Additional findings con-
cerning term loans appeared in the article
"Member Bank Lending to Small Business
1955-57" in the Federal Reserve BULLETIN
for April 1958, pages 393-411.
CHARACTERISTICS OF BORROWERS
The $15.4 billion of member bank term
loans outstanding in October 1957 and the
NOTE.—This article was prepared by Carl T. Arlt,
Jr., formerly of the Board's Division of Research and
Statistics.
1See Duncan McC. Holthausen, "Term Lending
to Business by Commercial Banks in 1946," Federal
Reserve BULLETIN, May 1947, pp. 498-517. For other
articles covering the 1955 Survey see James B. Eckert,
"Business Loans of Member Banks," Federal Reserve
BULLETIN, April 1956, pp. 327-40; and Caroline H.
Cagle, "Credit Lines and Minimum Balance Require-
ments," Federal Reserve BULLETIN, June 1956, pp.
573-79.
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$5 billion increase in such loans over the
two preceding years were distributed widely
among borrowers in different industries and
of different size. The importance of such
loans among businesses is revealed not only
by the distribution of their number and
amount but also by their growth in recent
years as compared with short-term credit.
Business. The volume of term loans out-
standing in 1957 was dominated by large
loans to borrowers ;n industries with tra-
ditionally heavy fixed capital requirements.
Three groups—metals and metal products;
petroleum, coal, chemicals, and rubber; and
transportation and other public utilities-
accounted for about one-half of the amount
of loans outstanding but for less than 15
per cent of the number. The average loan
ranged from $236,000 for petroleum-rubber
to about $90,000 each for public utilities
and metal fabricators. The number of loans,
on the other hand, was concentrated among
companies whose needs are mostly for work-
ing capital and are generally rather small.
Retail trade and services accounted for half
of the number but only 17 per cent of the
volume on the Survey date, as shown in
Table 1. The average loan for each of these
groups was about $10,000.
Nearly half of the growth in term loans
between the 1955 and 1957 Survey dates
was concentrated among the same three
groups—metals, petroleum-rubber, and pub-
lic utilities—that accounted for such a large
proportion of all loans outstanding in Oc-
tober 1957. Much of the increased use of
term loan credit by these three groups was
undoubtedly related to their needs for fi-
nancing large programs for plant expansion
and modernization. Despite the increased
use of term credit, its importance relative to
total business loans declined for metal fab-
TABLE 1
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Food, liquor, and tobacco...
Textiles, apparel, and leather.










































































































































































































































NOTE.—Details may not add to totals because of rounding.
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ricators and public utilities and rose only
slightly for petroleum-rubber companies.
The rate of growth in term loans in these
three groups was matched or exceeded by
that in some other industries, but the
amounts involved in the latter were typi-
cally smaller. Term loans of construction
and real estate industries increased by more
than 75 per cent during the two years, and
the proportion of their total bank credit
represented by term loans increased sharply.
For these groups fixed capital requirements
are relatively small compared with those of
metal fabricators, petroleum-rubber manu-
facturers, and public utilities.
These differential rates of growth appear
to have continued from earlier postwar
years. In the 1946-55 period term loan
growth in the manufacturing and mining
sector and in public utilities was less than
that in the construction, service, and real
estate groups. Similarly, the emphasis on
term loans relative to total borrowings in-
creased markedly for the latter groups,
while declining or remaining constant for
the former. Term loan patterns in the
1946-55 period were governed mainly by
the sharp expansion in demand for con-
struction—both business and residential—
and for consumer services as living stand-
ards rose. In the 1955-57 period they were
influenced less by industry growth rates than
by changes in the structure of borrowing
within industries.
Size. Borrowers in the two smallest size
classes (assets of less than $250,000) held
less than one-fifth of the amount of term
loans outstanding on the 1957 Survey date,
while borrowers in the two largest classes
(assets of $5 million or more) held more
than one-half of the total. In terms of
number of loans, however, the two smallest
classes held four-fifths of the total, and the
two largest classes only 2 per cent.
The volume of term loans outstanding
rose substantially between 1955 and 1957
for borrowers in most size groups, as shown
in Table 2. When borrowers are classified
into broad groups—as smaller (assets of less
than $5 million) or larger (assets of $5
million or more)—Survey data show that
the rate of term-loan growth was almost the
TABLE 2
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1 Includes a small amount of loans for borrowers whose size was
not ascertained.
2 Includes commodity dealers.
NOTE.—Details may not add to totals because of rounding.
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TABLE 3
DISTRIBUTION OF MEMBER BANK TERM LOANS TO BORROWERS CLASSIFIED BY CORPORATE STATUS, 1955 AND 1957
WITHIN BUSINESS-OF-BORROWER GROUPS
[In per cent]































































































































NOTE.—Details may not add to totals because of rounding.
same, 45 per cent and 46 per cent, respec-
tively.
The substantial growth in term loans to
smaller borrowers probably reflects in part
their limited access to other sources of inter-
mediate- or long-term credit. Large com-
panies on the other hand normally have
access to nonbank sources, through the
securities markets or directly from insurance
companies or other financial institutions.
Large borrowers continued to obtain the
bulk of their funds from nonbank sources
during the two-year period, but they also
sought substantial amounts of bank credit.
A large proportion of this credit was short-
term, which could be funded into long-
term securities when interest rates became
more favorable. At the same time, how-
ever, they increased their term loans from
banks just as rapidly as smaller borrowers
did during the period.
Between 1946 and 1955 term loans ex-
panded about 200 per cent for smaller
borrowers compared with only 87 per cent
for larger concerns. The sharper growth in
loans to smaller borrowers was consistent
with the rapid expansion during the interval
in industry groups where relatively small-
scale business is predominant. Smaller bor-
rowers accounted for 34 per cent of all term
loans outstanding in 1946, but by 1955
their share had risen to 44 per cent.
2 At the
same time the proportion of term loans to
total loans for this group increased from 21
to 27 per cent, while the proportion for
larger borrowers declined.
Organizational form. In both 1955 and
1957 four-fifths of the dollar amount and
more than one-fourth of the number of
member bank term loans outstanding were
to enterprises that were incorporated. Loans
to such enterprises predominated in all in-
dustry groups of borrowers except retail
trade and services, as shown in Table 3.
2 Since the same dollar limits were used to deter-
mine asset size groups for summarizing the 1946,
1955, and 1957 Survey data, with no allowance for
the considerable rise in prices and general growth of
business assets over this period, term loan growth for
smaller asset sizes is relatively understated.
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In these two groups the dollar volume of
loans was about equally divided between
incorporated and unincorporated business,
but unincorporated business accounted for
more than 80 per cent of the number. Small
businesses, usually unincorporated, are pre-
dominant in these two industries.
The proportion of term loans outstanding
to incorporated business rose moderately
from 1955 to 1957 in all industry groups
except trade and all other nonfinancial
business. This trend reflected the relatively
large volume of lending to larger businesses,
most of which are incorporated. The de-
clines for wholesale and retail trade were
consistent with the declining share of term
loans to larger firms in those industry groups
between the two Survey dates. This con-
trasts with changes in the 1946-55 period
when the proportion of term loans to in-
corporated borrowers in these two industry
groups rose sharply, reflecting in part the
growth of chain-store merchandising.
LOAN CHARACTERISTICS
Provisions of term loans to business, cover-
ing such features as maturity, repayment
method, interest rate, and security, are to
a large degree interrelated and generally
reflect borrower characteristics. In some
instances they are influenced also by the
purposes for which credit is extended.
Maturity. In both 1955 and 1957 about
three-fourths of the number of member bank
term loans outstanding were intermediate-
term, that is, had original maturities of one-
five years, as shown in Table 4. The dollar
volume of loans in 1957 showed some
concentration—40 per cent—in the five-ten
year maturity group. The share for these
maturities was smaller than it had been
two years earlier, while the share for loans
with intermediate maturities had increased.
Nevertheless, the average maturity of mem-
ber bank portfolios on both Survey dates
was estimated to be slightly more than five
years. The increasing proportion of inter-
mediate maturities and the declining pro-
portion of five-ten year maturities between
1955 and 1957 apparently continued a
trend in process since 1946.
The proportion of term loans with five-
ten year maturities declined from 1955 to
1957 in most industry groups. For some
TABLE 4





























































































































































































i Nov. 20, 1946; Oct. 5, 1955; and Oct. 16, 1957. NOTE.—Details may not add to totals because of rounding.
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groups the proportion dropped sharply—
from 53 to 46 per cent of the dollar total
for metals and from 52 to 45 per cent for
petroleum. At all size classes of banks,
growth in intermediate-term maturities was
more rapid than that in five-ten year matur-
ities, as shown in Appendix Table 2. Be-
tween 1946 and 1955, on the other hand,
small banks expanded their five-ten year
loans more rapidly than those with inter-
mediate maturities, while larger banks ex-
panded intermediate maturities more rapidly
than loans of five-ten years.
While loans in all maturity groupings
expanded from 1955 to 1957, the sharpest
growth was in loans with maturities of one-
three years and in those of more than ten
years. For each of these groups the amount
outstanding increased by about 70 per cent
or more. The number of loans with maturi-
ties of more than ten years—only about 5
per cent of all term loans—is too small,
however, to permit any conclusion as to
changes over the period in either borrow-
ing or lending policies.
For borrowers in all size groups the
growth was sharpest in loans of one-three
year maturities, as shown in Table 5. Never-
theless, the rate of growth in these maturities
was less sharp for borrowers in the two
TABLE 5


























































































































































































































































































































1 Includes a small amount of loans for borrowers whose size was
not ascertained.
NOTE.—Details may not add to totals because of rounding.
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smallest groups (assets of less than
$250,000), who normally borrow in this
range, than for large borrowers (assets of
$5 million or more), who normally borrow
more heavily in maturities of more than five
years.
The shifting by large borrowers from
long- to intermediate-term maturities may
have reflected in part the high cost of long-
term funds from nonbank sources and the
expectation that bank loans with shorter
maturities could be funded later into long-
term debt in the capital market at lower
interest rates. It may also have reflected an
increasing reluctance by large banks with
heavy term loan commitments and limited
reserves to lend on long maturities.
Repayment method and interest rates. Most
term loans provide for repayment of the
principal in instalments over the life of
the loan rather than in a lump sum at
maturity. In the 1955 Survey, which pro-
vided more detail on method of repayment
than the 1957 Survey, instalment loans ac-
counted for 80 per cent of the amount and
nearly 95 per cent of the number of all
term loans to business, as Table 6 shows.
Effective interest rates on instalment
loans vary widely from one loan to another,
depending in part on the method of calcu-
TABLE 6
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lating interest. This charge is calculated
by applying a stated rate of interest to one
of two bases: the original amount of the
loan or the outstanding amount. When
based on the outstanding amount, the in-
terest charge declines as the loan is repaid.
When based on the original amount, the
charge does not decline even though the
principal is being repaid, and the borrower
in effect pays a rate much higher than the
one stated on his note. Stated rates often
are subject to ceilings, some of which are
established by law. The effective interest
rate is often about twice the stated rate on
a loan.
Data for the volume of instalment loans
with interest calculated on the outstanding
amount are available only for 1955. Ac-
cording to these data this method was used
to compute charges for more than half of
the total number of term loans and for
nearly three-fourths of the amount. Most of
the long maturities and some of the inter-
mediate maturities—especially in the four-
five year range—were of this type.
Information on the volume of loans for
which interest is calculated on the original
amount is available for both Surveys. In
each, nearly two-fifths of the number but
less than one-tenth of the volume fell in this
category. For the most part these were
loans of intermediate maturities to small
borrowers. Among very small borrowers
(assets of less than $50,000), two-thirds of
the number of one-three year loans and
more than half of the amount had interest
calculated on the original amount of the
loan.
In October 1957 the effective interest rate
on outstanding instalment loans with interest
based on the original amount of the loan
averaged 8.7 per cent compared with 4.5
per cent for all other term loans, as shown
TABLE 7
AVERAGE INTEREST RATES ON INSTALMENT AND OTHER
MEMBER BANK TERM LOANS CLASSIFIED BY SIZE
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1 Includes a small amount of loans to borrowers whose size was
not ascertained.
2 Represents repayments in a lump sum and repayments on instal-
ment with interest calculated on outstanding balance.
in Table 7. Borrowers with assets of less
than $250,000 paid roughly 10 per cent on
these loans, nearly twice as much as on term
loans repaid by other methods. Larger
borrowers also paid higher rates on these
instalment loans, but the differentials were
considerably narrower. This suggests that
banks adjusted stated rates on loans to large
borrowers to provide effective rates not
much different from prevailing rates on
loans repaid by other methods.
The system of basing interest computa-
tions on original amounts of instalment
loans, thereby obtaining a higher effective
rate, reflects in part an attempt to cover
the higher costs of extending this type of
credit. Instalment loans of this type are
much smaller, on the average, than other
instalment loans and they require a higher
percentage of income on the principal to
cover both the relatively fixed expense of
making the loan and the current administra-
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tive costs. The latter costs are often
greater than those on other term loans be-
cause they involve frequent repayments.
The bulk of all term loans with interest on
original amount in 1955, and presumably in
1957, were secured by equipment, including
automobiles and trucks. Such security often
involves greater administrative cost and
greater risk of loss than other forms of col-
lateral. Effective interest rates on instalment
loans with interest on original amount ap-
pear adequate, however, to make these loans
profitable to banks. This probably ac-
counts in part for the rapid growth in such
loans, particularly those of one-three years
to small borrowers, between 1955 and
1957, a period of restricted credit availa-
bility and rising interest rates.
Security. Information on type of col-
lateral for member bank term loans was ob-
tained in the 1955 Survey but not in the
1957 Survey. The data for 1955 indicate
that about 60 per cent of the volume and
90 per cent of the number of term loans
were secured by collateral or backed by
some form of repayment guarantee. In
the previous Survey, in 1946, only 40 per
cent of the total amount had been thus
secured.
The secured proportion increased as the
TABLE 8
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1 Includes loans of borrowers whose size was not ascertained.
2 Less than $500,000.
3 Less than 0.05 of one per cent.
NOTE.—Details may not add to totals because of rounding.
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size of borrower declined. In 1955 it ranged
from 23 per cent for the largest borrowers
to 94 per cent for the smallest, as shown in
Table 8. These proportions were substan-
tially higher for all sizes of borrowers than
in 1946.
Bank practices with respect to granting
unsecured loans changed little from 1955
to 1957, although this was a period of mone-
tary restraint. In a few categories of loans
where increases in the proportion of secured
loans to the total did occur—such as loans
to the largest borrowers or those with the
longest maturities—the increases are explain-
able in large measure by the rapid growth
within these groups of types of loans that
are usually made on a secured basis. For
example, the increased proportion of se-
cured loans for borrowers in larger asset
size groups reflects the more rapid growth
of term loans in industries where secured
loans predominate, such as real estate, con-
struction, and service firms.
Plant, other real estate, and equipment
were the collateral for more than three-fifths
of all secured term loans outstanding in
1955. For borrowers with assets of less than
$250,000, these three forms accounted for
a much larger proportion of the total. As-
signment of claims, such as accounts receiv-
able or liens on revenue, was the next most
important type of security. This type, used
mainly by large firms, accounted for less
than one-fifth of the total. Most of the
loans secured by assignment of claims were
to petroleum-rubber producers.
Loans secured by bonds and stocks were
relatively insignificant for all sizes of bor-
rowers in 1955 whereas in 1946 they had
accounted for 16 per cent of the secured
term loans for all borrowers and as much
as 35 per cent for borrowers with assets of
more than $5 million. This decline re-
flected primarily the drop in business hold-
ings of U. S. Government securities from the
abnormally high levels prevailing at the
end of World War II.
Small borrowers obtain most of their
term loan credit from smaller banks. At
these banks, secured loans were backed al-
most entirely by plant, other real estate, and
equipment—the only collateral that most
small businesses can furnish. Such col-
lateral was used also for a substantial part
of all term loans at large banks, as shown
in Appendix Table 4. Another big seg-
ment at large banks, however, was backed
by assignment of claims, which often in-
volved complex administrative arrange-
ments. Some loans at large banks were
secured by types of collateral, such as cor-
porate stock, that are generally available
only to larger borrowers.
Equipment security was most important
in loans with maturities of one-four years,
while real estate security was important only
in loans with long-term maturities. The
emphasis on real estate security increased
somewhat from 1955 to 1957, particularly
for loans with maturities of more than ten
years in which the proportion of loans with
such collateral rose from 30 to 40 per cent.
LENDING BANKS
Member bank accommodations of busi-
nesses of different size with term loans de-
pend in part on the size of the bank and in
part on participation arrangements whereby
the credit is extended by more than one
bank.
Size of bank. Banks with deposits of $1
billion or more held more than half of the
dollar volume of term loans outstanding
in 1957, as shown in Table 9. Smaller
banks, with deposits of less than $100 mil-
lion, held more than half of the number but
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1 Includes loans for borrowers whose size was not ascertained.
2 Less than 0.05 of one per cent.
less than one-fifth of the dollar amount.
More than three-fourths of all term loans
at banks in the largest size group represented
credit to larger borrowers (assets of more
than $5 million). This concentration of
borrowing of course reflects the fact that
only banks with large resources are pre-
pared to meet such credit needs. Although
banks in the two largest size groups repre-
sented almost the sole source of term loans
to the larger borrowers, they were also
an important source of term credit to small
borrowers (assets of less than $250,000).
Four-fifths of the term credit provided by
banks in the smallest size group (deposits of
less than $10 million) went to firms with
assets of less than $250,000.
The industrial classification of term loan
borrowers among banks in various size
groups, shown in Appendix Table 6, also
points to a close relationship between size
of bank and size of borrower. In 1957
the metals, petroleum-rubber, and public
utilities groups—each of which is heavily
weighted by large corporate organizations-
accounted for more than 60 per cent of the
term loan volume of banks with total de-
NOTE.—Details may not add to totals because of rounding.
posits of $1 billion or more, while industry
groups made up of characteristically small
firms—such as retail trade and service—
obtained a similar proportion of the term
credit extended by the smallest banks (de-
posits of less than $10 million).
The largest banks had the most rapid
growth—54 per cent—in term loans from
1955 to 1957. The smallest banks, how-
ever, had the sharpest increase in the pro-
portion of term loans to total loans. This
reflects in part the increasing reliance of
smaller borrowers, who account for most
of the borrowing at such banks, on the
longer maturities.
A noteworthy feature of term loan ex-
pansion from 1955 to 1957, as well as from
1946 to 1955, was that growth for smaller
borrowers (assets of less than $250,000)
was sharper at the largest banks than at
smaller banks. As a result, by 1957 banks
in the largest size group (total deposits of
$1 billion and over) accounted for 15 per
cent of the term credit outstanding to the
smallest borrowers as compared with 13
per cent in 1955. Banks classified in the
largest size class in the 1946 Survey (total
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deposits of $500 million and over) ac-
counted for 3 per cent of all term credit to
this borrower group. The rapid growth of
branch banking over this period probably
permitted large banks to extend their activi-
ties beyond the financial centers into areas
where the typical borrower is a small busi-
ness. Also contributing in recent years has
been the development by large banks of
small business loan departments and/or in-
stalment credit departments to facilitate the
granting of small loans.
Participation arrangements. The size of
a bank making a term loan is related to the
amount of credit extended. If the size of
the loan requested exceeds that which the
bank is willing or able to make, the bank
may arrange to have other banks provide
some of the credit.
Data on extent of participation by several
banks in term lending operations, available
for 1955 but not for 1957, indicate that
nearly one-third of the dollar volume in
1955 involved participation by two or more
banks. This was about the same proportion
as in 1946. Most participations are ar-
ranged to meet the demands of large bor-
rowers and may reflect a desire on the part
of banks to spread their risks as well as a
desire to meet demands for credit in excess
of their legal loan limits. The proportion
of loans arranged on a participation basis
rises as the size of loan increases. It be-
comes significant—that is, in excess of 10
per cent—for loans of $100,000 or more.
Most participations are arranged by the
largest banks. Among such banks pool ar-
rangements are the predominant form of
participation, as Table 10 shows. Small
banks, on the other hand, use participating
arrangements very little, probably because
most of their loans are not large enough to
warrant them. The participating loans
they do make are generally of the "over-
line" type, in which the initiating bank
usually offers another bank the portion of a
loan that exceeds either the legal loan limit
of the initiating bank or the line of credit
that it wishes to extend.
Nearly two-fifths of all long maturities
were arranged on a participation basis in
1955 as compared with only one-fourth of
all intermediate maturities. For loans in
the long maturity group, the proportion
of participations ranged from about 5
per cent at small banks to 50 per cent at
the largest banks.
TABLE 10
MEMBER BANK PARTICIPATION IN TERM LOANS
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NOTE.—Details may not add to totals because of rounding.
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APPENDIX TABLE 1





































































































































1 Includes commodity dealers. NOTE.—Details may not add to totals because of rounding.
APPENDIX TABLE 2
TERM LOANS OF MEMBER BANKS, OCTOBER 16, 1957
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NOTE.—Details may not add to totals because of rounding.
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APPENDIX TABLE 3
BUSINESS OF BORROWER RELATED TO MATURITY OF MEMBER BANK TERM LOANS, OCTOBER 16, 1957
Business of borrower All term
loans
Original maturity (in years)
1-2 2-3 3-4 4-5 5-10 Over 10
Amount (in millions of dollars)
All businesses
Manufacturing and mining:
Food, liquor, and tobacco
Textiles, apparel, and leather
Metals and metal products
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APPENDIX TABLE 4
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Equipment ... . .
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i Less than $500,000.
2 Less than 0.05 of one per cent. NOTE.—Details may not add to totals because of rounding.
APPENDIX TABLE 5
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APPENDIX TABLE 6
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